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Notes to Financial Statement 

 
 

1. Summary of Significant Accounting Policies 
 

A. Accounting Practices 
 

SilverScript Insurance Company (the “Company”), a Tennessee domiciled insurance 
company, is a wholly owned subsidiary of Part D Holding Company, L.L.C. (the 
“Parent”), and a wholly owned indirect subsidiary of CVS Caremark Corporation (the 
“Ultimate Parent”).  The financial statements of the Company are presented on the basis 
of accounting practices prescribed or permitted by the Tennessee Department of 
Commerce and Insurance (the “Department”). 

 
The Department recognizes only statutory accounting practices prescribed or permitted by 
the State of Tennessee for determining and reporting the financial condition and results of 
operations of an insurance company and for determining its solvency under Tennessee 
Insurance Law.  The National Association of Insurance Commissioners’ ("NAIC”) 
Accounting Practices and Procedures Manual has been adopted as a component of 
prescribed or permitted practices by the State of Tennessee.  
 
At the beginning of the 2013 Medicare Part D plan year, the Company implemented an 
enrollment systems conversion process and other actions to consolidate its prescription 
drug plans (“PDP”).  These consolidation efforts impacted certain enrollment and 
coverage determination services following commencement of the 2013 plan year. 
 Effective January 15, 2013, CMS imposed intermediate sanctions on the Company, 
consisting of immediate suspension of further plan enrollment and marketing activities.  

 
The sanctions imposed on the Company relate to compliance with certain Medicare Part 
D enrollment requirements and do not affect the enrollment status of current PDP 
enrollees.  CMS has granted a limited waiver of these sanctions to allow the Company to 
continue to enroll eligible retirees of existing employer clients into its plans and into 
EGWPs to fulfill the Company's commitments to implement and provide EGWP services. 
This limited waiver currently extends through January 31, 2014, and CMS has advised the 
Company that it will consider further extensions of the waiver on a rolling basis, as 
necessary. The Company is cooperating with CMS to implement corrective action to 
resolve and remove the sanctions and to address coverage determination issues resulting 
from the Company's plan consolidation efforts.  When the Company's corrective action 
has been completed, CMS will conduct a review to determine whether the sanctions will 
be removed. 

 
As a result of the sanctions, the Company is not participating in the annual enrollment 
period for the 2014 Medicare Part D plan year, which began October 15, 2013 and ends 
on December 7, 2013.  Until such time as the sanctions are removed, the Company will 
not receive new auto assigned members from CMS in the regions where the Company has 
qualified for participation in 2014 and cannot enroll new members who choose their 
Medicare Part D plan for the 2014 plan year.  The Company expects, however, to retain 
both current auto-assigned members from CMS in regions where the Company has 
qualified for 2014 and other current members who choose to remain enrolled for 2014. 
 The Company's ability to retain these current members is subject to potential attrition that 
may occur as a result of death, relocation and other member eligibility factors and 
potential attrition resulting from members choosing to change plans when permitted by 
CMS.  The Company cannot predict with certainty how long the sanctions will remain in 
effect, the scope and cost of any additional corrective action CMS may require to remove 
the sanctions or the financial impact resulting from possible loss of Medicare Part D 
enrollment in the Company’s pending removal of the sanctions.  
 
On January 1, 2013, the Medicare Part D lives of Pennsylvania Life Insurance Company, 
a wholly owned subsidiary of the Ultimate Parent, were novated into the Company. This 
novation substantially increased the membership of the Company in 2013. 
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1. Summary of Significant Accounting Policies (Continued) 
 
A reconciliation of the Company’s net income and capital and surplus between NAIC 
SAP and its practices prescribed and permitted by the State of Tennessee is shown below: 

State of Domicile
Nine Months Ending
September 30, 2013

Twelve Months Ending 
December 31, 2013

NET INCOME :

State basis Tennessee  $                  40,613,585  $                  111,358,983 
State Prescribed Practices that 
increase/(decrease) NAIC SAP: Tennessee                                     -                                        -   
State Permitted Practices that 
increase/(decrease) NAIC SAP: Tennessee                                     -                                        -   
NAIC SAP Tennessee  $                  40,613,585  $                  111,358,983 

SURPLUS : September 30, 2013 December 31, 2012

State basis Tennessee  $                267,744,073  $                  286,007,619 
State Prescribed Practices that 
increase/(decrease) NAIC SAP: Tennessee                                     -                                        -   
State Permitted Practices that 
increase/(decrease) NAIC SAP: Tennessee                                     -                                        -   
NAIC SAP Tennessee  $                267,744,073  $                  286,007,619 

 
 

B. Use of Estimates in the Preparation of the Financial Statements 
 

The preparation of financial statements in conformity with the Quarterly Statement 
Instructions and Statutory Accounting Principles requires management to make estimates 
and assumptions that affect amounts reported on the financial statements and 
accompanying notes.  Such estimates and assumptions could change in the future as more 
information becomes known, which could impact the amounts reported and disclosed 
herein.  It also requires disclosure of contingent assets and liabilities at the date of the 
financial statements and the reported amounts of revenue and expenses during the period.  

 
C. Accounting Policy 
 

The Company has adopted accounting policies with respect to particular accounts or 
transactions which could materially affect its assets, liabilities, capital and surplus or 
results of operations as follows: 

 
 (1) Short-term investments include money market holdings that are stated at fair 

value.  In addition, bonds with an original purchase maturity date of less than 
one year are stated at amortized cost using the straight-line method of 
amortization on premiums or discounts and are classified as short-term 
investments.   

 
 (2) Bonds with an original purchase maturity date greater than one year are stated at 

amortized cost using the straight-line method of amortization on premiums or 
discounts. None of the Company's bonds became impaired during the nine 
months ended September 30, 2013 or the twelve months ended December 31, 
2012.  

 
 (3) The Company had 10.0 million shares, ($1 par), of Class A common capital 

stock authorized, and 2.75 million of such shares issued and outstanding for the 
nine months ended September 30, 2013 and the year ended December 31, 2012. 

 
 (4) Mortgage Loans: None 
 

 (5) Preferred Stocks: None  
 
 (6) Loan-backed Securities: None  
 
 (7) Investment in Subsidiaries, Controlled and Affiliated Companies: None 
 
 (8) Joint Ventures, Partnerships, and Limited Liability Companies: None 
 
 (9) Derivatives: None 
 
 (10) The Company does not utilize anticipated investment income as a factor in 

determining premium deficiencies. 
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1. Summary of Significant Accounting Policies (Continued) 
 
 (11) The Company has recorded estimates of incurred but not reported claims for 

claims paid by external entities and subsequently billed to the Company such as 
claims paid by State pharmaceutical assistance programs and for paper claims. 
Incurred but not reported claims are estimated based on historical experience. 

 
 (12) The Company has not modified its capitalization policy from the prior period. 
 
 (13) Amounts recorded in the Company's financial statements for pharmaceutical 

rebates are determined based on the amounts CVS Caremark Part D Services, 
L.L.C. and Member Health, L.L.C. (collectively, the “Part D Services”) which 
are affiliates of the Parent Company, expects to collect from various 
pharmaceutical manufacturers. 

 
 

2. Accounting Changes and Corrections of Errors  
     

During the prior year’s annual financial statement preparation, the Company discovered a 
classification error related to the presentation of certain prior period numbers.  Although there is 
no impact on the total net income, cash flows or statutory surplus; individual line items relating 
to the prior period on the Liabilities, Capital and Surplus page have been adjusted to conform 
with the presentation of the current quarter.  A summary of those changes are listed below: 
 
          As Originally 
Financial Statement Line    Revised         Filed 
   
  Liabilities, Capital and Surplus, Line 4, Column 4  $75,827,836 $ 73,471,374 
  Liabilities, Capital and Surplus, Line 15, Column 4     7,919,184     8,410,511 
  Liabilities, Capital and Surplus, Line 22, Column 4 231,362,282 233,227,417 

  
 

3. Business Combinations and Goodwill  
  

A. Statutory Purchase Method: None 
                                

B. Statutory Merger: None 
 
C. Assumption Reinsurance: None 

                
D. Impairment Loss: None 

 
  

4. Discontinued Operations  
 

    None 
 
 
       5.  Investments 
 

A. Mortgage Loans, including Mezzanine Real Estate Loans: None 
 

B. Debt Restructuring: None 
 

C. Reverse Mortgages: None 
 

D.  Loan-Backed Securities: None 
 

E.          Repurchase Agreements and/or Securities Lending Transactions: None 
                            

F. Real Estate: None 
 

G. Low-Income Housing Tax Credits (“LIHTC”): None 
 
               

 6. Joint Ventures, Partnerships and Limited Liability Companies  
   
  None 
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 7. Investment Income 
 

A. Due and accrued income was excluded from surplus on the following basis: 
All investment income due and accrued with amounts over 90 days past due are excluded 
from surplus. 
 

 B.  The total amount excluded was: None 
 
 
 8. Derivative Instruments  
  
 None 
 
 
 9. Income Taxes  
  

No material changes. 
 
 
10.    Information Concerning Parent, Subsidiaries, Affiliates and Other Related Parties 
 

A., B., C During the nine months ended September 30, 2013 and the year ended December 31, 
2012, the Company did not have any material transfer of assets to affiliates.  

 
D. The Company had a net $527.3 million and $73.4 million payable to affiliates at 

September 30, 2013 and December 31, 2012, respectively. 
 

E. The Company does not have any guarantees or undertakings for the benefit of an affiliate, 
which result in a material contingent exposure of the Company’s or any related party’s 
assets or liabilities. 

 
F. The following is a description of management and service contracts and cost sharing 

agreements involving the Company and any related party: 
 

In general, the Company relies on its Parent Company and other affiliates under 
common control of the Ultimate Parent for all support and operations functions.  
For specific owner/affiliate relationships, refer to the Legal Entities 
Organizational Chart contained in Schedule Y. 
 
Except for amounts due to other PDPs, all claims paid and incurred are based on 
amounts billed by the Parent Company and its affiliates for pharmacy claims 
filled by pharmacies in the Parent Company’s pharmacy network or claims 
submitted to the Parent Company for pharmacy claims paid by state agencies. 
Additionally, all pharmaceutical rebates are received or receivable from the 
Parent Company, which contracts with pharmaceutical manufacturers for such 
rebates. 
 
As of September 30, 2013, the Company owed the Parent Company and its 
affiliates $527.3 million of which $88.4 million represented an insured liability 
of the Company and is included in claims unpaid in the accompanying balance 
sheets, $79.9 million included in funds held under reinsurance treaties and 
$359.0 million is included in amounts due to parent, subsidiaries and affiliates 
and is primarily comprised of amounts due for uninsured pharmacy claims 
processed, pharmaceutical rebate payments received in excess of pharmaceutical 
rebates earned and management fees from the Parent Company. 
 
As of December 31, 2012, the Company owed the Parent Company and its 
affiliates $73.4 million of which $6.9 million represented an insured liability of 
the Company and is included in claims unpaid in the accompanying balance 
sheets, $58.1 million included in funds held under reinsurance treaties and $8.4 
million is included in amounts due to parent, subsidiaries and affiliates and is 
primarily comprised of amounts due for uninsured pharmacy claims processed, 
pharmaceutical rebate payments received in excess of pharmaceutical rebates 
earned and management fees from the Parent Company.    
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10.    Information Concerning Parent, Subsidiaries, Affiliates and Other Related Parties 
(Continued) 
 

The Company pays Part D Services a management fee for sales, accounting, tax, 
legal, information technology, compliance, claims processing and other 
administrative functions under a management services agreement, which has 
been filed with the Department. The management fee is assessed on a per-
member, per-month ("pmpm") and a per claim basis and totaled $278.9 million 
for the nine months ended September 30, 2013, of which $215.6 million was 
allocated to claims adjustment expenses with the remaining $63.3 million 
allocated to general and administrative expenses.  In addition, related to the 
Company’s reinsurance agreement with CVS Caremark Indemnity, Ltd., the 
Company recognized a total of $69.3 million of reduction of expenses related to 
ceded expenses for the nine months ended September 30, 2013, of which $53.6 
million was allocated to claims adjustment expense and $15.7 million was 
allocated to general and administrative expense. The management fee totaled 
$124.0 million for the nine months ended September 30, 2012, of which $122.1 
million was allocated to claims adjustment expenses with the remaining $1.9 
million allocated to general and administrative expenses.  In addition, related to 
the Company’s reinsurance agreement with CVS Caremark Indemnity, Ltd., the 
Company recognized a total of $34.5 million of reduction of expenses related to 
ceded expenses for the nine months ended September 30, 2012, of which $34.0 
million was allocated to claims adjustment expense and $0.5 million was 
allocated to general and administrative expense. 
 
As of September 30, 2013 and December 31, 2012, Part D Services owed the 
Company a total of $0.0 million and $19.5 million, respectively, for 
pharmaceutical rebates.  These amounts are reported in healthcare and other 
amounts receivable in the accompanying balance sheets.  Payment terms require 
settlement of rebates within sixty days of the beginning of the calendar quarter 
following receipt of such rebates by Part D Services. 
 
The Company has a written tax-sharing agreement with the Ultimate Parent, and 
its allocation of the Ultimate Parent’s federal and state income and premium 
taxes is based on the Company’s federal and state tax liability determined as if 
the Company were filing its own separate tax return each year.  The Company’s 
tax sharing agreement with the Ultimate Parent provides that the Ultimate Parent 
will pay the Company for its net operating losses to the extent that such net 
operating loss is utilized in the reduction of the consolidated federal income tax 
liability.  As of September 30, 2013 and December 31, 2012, the Company 
owed the Ultimate Parent $81.9 million and $60.0 million, respectively, for 
federal income taxes, which is reported as current federal and foreign income 
tax payable in the Statement of Liabilities, Capital and Surplus.  As of 
September 30, 2013 and December 31, 2012, the Company owed the Ultimate 
Parent $4.9 million and $3.6 million, respectively, for state taxes, which is 
reported as aggregate write-ins for other liabilities in the Statement of 
Liabilities, Capital and Surplus.  Intercompany tax balances are settled annually. 
 

G. All outstanding shares of the Company are owned by the Parent Company.  
 

H. The Company does not own shares of stock of its Parent Company.  
 

I. The Company does not hold any interest in another company or limited partnership. 
 

J. The Company did not recognize any impairment write down for its investments in 
Subsidiary, Controlled or Affiliated Companies during the statement period. 

 
K. The Company does not have any investments in a foreign insurance subsidiary. 

 
L. The Company did not have any investments in a downstream non-insurance holding 

company. 
 
 

11.    Debt  
 

  None 
 
 
 12. Retirement Plans, Deferred Compensation, Postemployment Benefits and Compensated 

Absences and Other Postretirement Benefit Plans 
  
 No change. 
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 13. Capital and Surplus, Shareholders’ Dividend Restrictions and Quasi-Reorganizations 
      

 (1) As of September 30, 2013 and December 31, 2012, the Company had 10.0 million shares, 
($1 par); of Class A common capital stock authorized and 2.75 million of such shares 
issued and outstanding.  

 
 (2) The Company has no preferred stock outstanding. 

 
 (3) Without prior approval of the domiciliary commissioner, dividends to shareholders are 

limited by the laws of Tennessee and are based on the restrictions relating to statutory 
surplus. 
 

 (4) No dividends were paid by the Company during the nine months ending September 30, 
2013 or the twelve months ended December 31, 2012. 
 

 (5) The portion of the Company’s profits that may be paid as ordinary dividends are limited 
by the laws of Tennessee.  Tennessee law states that ordinary dividends must follow 
Tennessee Code Ann. § 56-11-105(e) and Tennessee Code Ann. § 56-11-106(b) for 
extraordinary dividends.  Ordinary dividends are limited to either ten percent of surplus or 
the net gain from operations for the previous twelve months. 
 

 (6) The Company is subject to certain Risk-Based Capital (“RBC”) requirements as specified 
by the NAIC.  Under those requirements, the amount of capital and surplus maintained by 
a life/health insurance company is to be determined based on the various risk factors 
related to it. As of September 30, 2013 and December 31, 2012, there were no restrictions 
placed on the unassigned funds (surplus).  
 

 (7) The Company has no mutual reciprocals or any similarly organized entities. 
 
 (8) The Company does not hold any stock of the Ultimate Parent, including stock of affiliated 

entities for special purposes. 
 

 (9) The Company had no special surplus funds from the prior period. 
 

 (10) As of September 30, 2013 and December 31, 2012, the Company had no unrealized gains 
or losses. 
 

 (11) The Company did not issue any surplus debenture of similar obligations. 
 

 (12) The Company did not experience an impact of any restatement due to prior quasi-
reorganization.  
 

 (13) Not applicable. 
  
 
14.  Contingencies 
 

A. Contingent Commitments: None 
 

B. Assessments: None 
 

C. Gain Contingencies: None 
 

D. Claims related extra contractual obligation and bad faith losses stemming from lawsuits: 
None 

 
E. All Other Contingencies: None 

 
 
 15. Leases 
 

A. Lessee Operating Lease: None 
 
B. Lessor Leases: None 

  
 
 16. Information About Financial Instruments With Off-Balance-Sheet Risk And Financial 

Instruments With Concentrations of Credit Risk 
  
 None 
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 17.  Sale, Transfer and Servicing of Financial Assets and Extinguishments of Liabilities  
 

A. Transfers of Receivables Reported as Sales: None 
 
B. Transfer and Servicing of Financial Assets: None 
 
C. Wash Sales: None 

 
 
18.  Gain or Loss to the Reporting Entity from Uninsured Plans and the Uninsured Portion of 

Partially Insured Plans  
 

A. ASO Plans: None 
 

B. ASC Plans 
 

For the nine months ended September 30, 2013 and 2012, the gain from operations from 
Administrative Services Contract (“ASC”) with uninsured plans is as follows:  
 
 

September 30, 2013 September 30, 2012
Gross reimbursement for medical costs incurred  $             957,887,725  $             328,587,334 

Gross administrative fees accrued                   59,610,438                   18,334,707 

Other income or expenses (including interest paid 
to or received from plans)

                                   -                                    - 

Gross expenses incurred (claims and 
administrative)

           (1,017,498,163)               (346,922,041)

Total net operations  $                                -  $                                - 
 

 
 

 
C. Medicare or Other Similarly Structured Cost Based Reimbursement Contract: 

 
a. Revenue and prescription drug amounts for the nine months ended September 30, 2013 

and 2012, exclude $6,289.6 million and $2,774.5 million, respectively, in subsidies from 
CMS for catastrophic reinsurance subsidies, low income cost sharing subsidies (“LICS”) 
and the coverage gap discount program (“CGDP”) pursuant to the Company’s 2013 and 
2012 contracts with CMS.  

 
b. As of September 30, 2013 and December 31, 2012, amounts receivable relating to 

uninsured plans includes $1,556.6 million and $294.9 million, respectively, due from 
CMS or drug manufacturers for LICS, CGDP and drug costs covered by the catastrophic 
reinsurance feature.  Amounts due from clients and other sources as of September 30, 
2013 and December 31, 2012 were $61.5 million and $21.7 million, respectively. 

 
Amounts due to or from CMS for a plan year for LICS and drugs covered by the 
catastrophic reinsurance feature are typically settled in the fourth quarter of the following 
year.  The Company expects to receive $185.8 million on November 29, 2013 and 
$1,106.4 million in the fourth quarter of 2014 related to the settlement of the 2012 and 
2013 plan years, respectively. 

 
c. As of September 30, 2013 and December 31, 2012, there were no allowances or reserves 

for adjustment of recorded revenues. 
 

d. The Company has made no adjustment to revenue resulting from audit of receivables 
related to revenues recorded in the prior period. 
 

 
 19. Direct Premium Written/Produced by Managing General Agents/Third Party 

Administrators  
  
 None 
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20.  Fair Value Measurements 
 

Accounting Standards Codification (“ASC”) 820, Fair Value Measurements and Disclosures, 
defines fair value, establishes a framework for measuring fair value under accounting principles 
generally accepted in the United States, and enhances disclosures about fair value measurements.  
ASC 820 provides guidance on how to measure fair value when required under existing 
accounting standards.  The statement establishes a fair value hierarchy that prioritizes the inputs to 
valuation techniques used to measure fair value into three broad levels (“Level 1, 2 and 3”).  Level 
1 inputs are observable inputs that reflect quoted prices for identical assets or liabilities in active 
markets the Company has the ability to access at the measurement date. Level 2 inputs are 
observable inputs, other than quoted prices included in Level 1, for the asset or liability. Level 3 
inputs are unobservable inputs reflecting the Company’s estimates of the assumptions that market 
participants would use in pricing the asset or liability (including assumptions about risk).   
 
The hierarchy requires the use of market observable information when available for assessing fair 
value. As the fair value of the Company’s U.S. Treasury securities are based on unadjusted market 
prices, they are classified within Level 1. 
 
The following methods and assumptions were used by the Company in estimating the “fair value” 
disclosures for financial instruments in the accompanying financial statements and notes thereto: 

 
Cash and short-term investments:  The carrying amounts reported in the accompany balance 
sheets for these financial instruments approximate their fair values. 
 
Investment Securities:  Fair values for bonds are based on the price that would be received to sell 
an asset or would be paid to transfer a liability in an orderly transaction between market 
participants at the measurement date. 
 
The Company utilizes the three-level valuation hierarchy for the recognition and disclosure of fair 
value measurements. The categorization of assets and liabilities within this hierarchy is based 
upon the lowest level of input that is significant to the measurement of fair value. The three levels 
of the hierarchy consist of the following: 

• Level 1 - Inputs to the valuation methodology are unadjusted quoted prices in active markets 
for identical assets or liabilities that the Company has the ability to access at the measurement 
date. 

 
• Level 2 - Inputs to the valuation methodology are quoted prices for similar assets and 

liabilities in active markets, quoted prices in markets that are not active or inputs that are 
observable for the asset or liability, either directly or indirectly, for substantially the full term 
of the instrument. 

 
• Level 3 - Inputs to the valuation methodology are unobservable inputs based upon 

management’s best estimate of inputs market participants could use in pricing the asset or 
liability at the measurement date, including assumptions about risk. 
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20.  Fair Value Measurements (Continued) 
 

A.  
 

(1) Fair value measurements at reporting date: 
 

(Level 1) (Level 2) (Level 3) Total

a. Assets at fair value

Bonds - U.S. Governments 2,317,049$     -$       -$       2,317,049$     

Bonds - Industrial & Misc. 490,060          -         -         490,060          

Cash 4,635,126       -         -         4,635,126       

Short-Term Bonds - U.S. Governments -                  -         -         -                  

Exempt Money Market Mutual Funds 638,642          -         -         638,642          

Class One Money Market Mutual Funds 545,018          -         -         545,018          

Matured CD being held by State for release 200,000          -         -         200,000          

Total assets at fair value 8,825,895$     -$       -$       8,825,895$     

(Level 1) (Level 2) (Level 3) Total

a. Assets at fair value

Bonds - U.S. Governments 1,003,367$     -$       -$       1,003,367$     

Bonds - Industrial & Misc. 528,560          -         -         528,560          

Cash 4,009,619       -         -         4,009,619       

Short-Term Bonds - U.S. Governments 1,302,288       -         -         1,302,288       

Exempt Money Market Mutual Funds 420,492,898   -         -         420,492,898   

Class One Money Market Mutual Funds 545,016          -         -         545,016          

Matured CD being held by State for release -                  -                  

Total assets at fair value 427,881,748$ -$       -$       427,881,748$ 

September 30, 2013

Description for each class of asset or liability

December 31, 2012

Description for each class of asset or liability

 
 

There have been no transfers between Level 1 and Level 2 of the Fair Value 
Hierarchy in the current reporting period. 
 

(2) Fair value measurement (Level 3) of the Fair Value Hierarchy: Not Applicable 
 

(3) Fair value measurement (Level 3) transfers: Not Applicable 
 

(4) Inputs for valuation of fair value of Level 2 and Level 3 investments: Not Applicable 
 

(5) Fair value of derivative assets and liabilities: Not Applicable 
 
B. Other Accounting Pronouncements: Not Applicable 

 
C. Aggregate fair value for all financial instruments at reporting date: 

 

Type of Financial Instrument
Aggregate 
Fair Value

Admitted 
Assets (Level 1) (Level 2) (Level 3)

Not 
Practicable 
(Carrying 

Value)

Bonds  2,807,109$     2,858,987$     2,807,109$     -$       -$       -$                

Cash 4,635,126$     4,635,126$     4,635,126$     -$       -$       -$                

Short-Term Investments 1,183,660$     1,183,659$     1,183,660$     -$       -$       -$                

Matured CD held by State 200,000$        200,000$        200,000$        -$       -$       -$                

Type of Financial Instrument
Aggregate 
Fair Value

Admitted 
Assets (Level 1) (Level 2) (Level 3)

Not 
Practicable 
(Carrying 

Value)

Bonds  1,531,927$     1,542,751$     1,531,927$     -$       -$       -$                

Cash 4,009,619$     4,009,619$     4,009,619$     -$       -$       -$                

Short-Term Investments 422,340,202$ 422,339,834$ 422,340,202$ -$       -$       -$                

December 31, 2012

September 30, 2013

 
 

D. Not practicable to estimate fair value: 
 

As of September 30, 2013 and December 31, 2012, the Company did not own any 
financial instruments that were not practicable to estimate fair value.  
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20.  Fair Value Measurements (Continued) 
 

Money market funds in active markets are classified within Level 1 as fair values are based on 
quoted market prices. 

As of September 30, 2013, bonds, short-term investments, and cash with an admitted asset value 
of $2.8 million, $1.2 million and $0.2 million, respectively, were on deposit with state insurance 
departments to satisfy regulatory requirements. As of December 31, 2012, bonds, short-term 
investments and cash with an admitted asset value of $1.5 million, $2.5 million, and $0.2 million, 
respectively, were on deposit with state insurance departments to satisfy regulatory requirements.  

Management regularly reviews the value of the Company’s investments. If the value of any 
investment falls below its cost basis, the decline is analyzed to determine whether it is an other-
than-temporary decline in value. To make this determination for each security, the following is 
considered: 

• The length of time and the extent to which the fair value has been below cost; 

• The financial condition and near-term prospects of the issuer of the security, including any 
specific events that may affect its operations or earnings potential; and 

• Management’s intent and ability to hold the security long enough for it to recover its value. 

 
Based on that analysis, management makes a judgment as to whether the loss is other-than-
temporary. If the loss is other-than-temporary, an impairment charge is recorded within net 
realized investment gains (losses) in the statements of operations in the period the determination is 
made. For the nine months ended September 30, 2013 and the year ended December 31, 2012, 
management determined that none of the Company’s investments had sustained an other-than-
temporary decline in value. 

21.  Other Items  
 

A. Extraordinary Items: None 
 

B. Troubled Debt Restructuring - Debtors: None 
 

C. Other Disclosures: None 
 

D. Net Admitted Assets expected to be uncollectible: None 
 

E. Business Interruption Insurance Recoveries: None 
 

F. State Transferable Tax Credits: None 
 

G. Subprime-Mortgage-Related Risk Exposure: None 
 
H. Retained Assets: None 
 

 
 22.  Events Subsequent  
 

The Company has assessed and concluded that there were no other material subsequent events, 
through November 8, 2013, the date which the financial statements were available to be issued. 
 
 

 23. Reinsurance 
 

A. Ceded Reinsurance Report 
 

The Company entered into a reinsurance agreement with Hartford Life and Accident 
Insurance Company (“Hartford”), an unaffiliated authorized insurance company, effective 
January 1, 2009.  The Company’s ceded premiums totaled $3.2 million and $2.7 million 
during the nine months ended September 30, 2013 and 2012, respectively. 

 
Neither the Company nor any of its related parties control, directly or indirectly, the 
Hartford.  No policies to the Hartford issued by the Company have been reinsured with a 
foreign company, which is controlled, either directly or indirectly, by a party not 
primarily engaged in the business of insurance.  The Company does not have any 
reinsurance agreements in effect under which the Hartford may unilaterally cancel the 
agreement.  As of September 30, 2013 there are no reinsurance agreements in effect such 
that the amount of losses paid or accrued exceed the total direct premium collected for the 
Hartford. 
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 23. Reinsurance (Continued) 
 
The Company entered into a quota share reinsurance agreement with an affiliate of the 
Parent Company, CVS Caremark Indemnity, Ltd., a Bermuda domiciled insurer. Under 
the terms of this agreement, the Company cedes 20% of the Company’s share of the risk 
associated with individual and group premiums and claims.  This agreement was 
approved by the Department on August 15, 2011, and was retroactive to January 1, 2011.  
The following is a financial summary of the ceded amounts and related expenses under 
this agreement: 
 

Nine months ended 
September 30, 2013

Twelve months ended 
December 31, 2012

Statement of Revenue and Expense:
    Premiums  $                614,884,444  $                  347,430,051 
    Benefits                  (515,329,323)                     (268,572,091)

Commissions expense                    (69,251,714)                       (43,108,832)
Interest (revenue) expense                             93,888                               45,650 
Total revenue and expense ceded  $                  30,397,295  $                    35,794,778 

September 30, 2013 December 31, 2012
Balance Sheet: 

Claims unpaid  $                  33,518,882  $                      8,096,168 

Aggregate health policy reserves                      20,693,195                        18,367,846 

Accrued retrospective premiums                      (2,909,776)                                       -   

Premiums received in advance                        1,685,885                          1,478,125 
Premiums receivable                      (3,460,445)                            (712,501)
Healthcare receivable                                     -                           (4,874,996)
Other ceded reinsurance payables                           (49,150)                                       -   
Total ceded balance sheet items  $                  49,478,591  $                    22,354,642 

Funds held by or deposited with reinsured 
companies  $                630,987,191  $                  366,609,171 

Funds held under reinsurance treaties with 
unauthorized reinsurers

                 (551,111,305)                     (308,459,751)

Amount due (from)/to CVS Caremark Indemnity, Ltd.  $                  79,875,886  $                    58,149,420 

 
 

B. Uncollectible Reinsurance: None 
 
C. Commutation of Ceded Reinsurance 
 

The Company did not commute any ceded reinsurance nor did it enter into or engage in 
any agreement that reinsures policies or contracts that were in-force or had existing 
reserves as of the effective date of such agreements. 

 
 
 24. Retrospectively Rated Contracts & Contracts Subject to Redetermination 
 

A. The Company's Medicare Part D contract with CMS contains a risk corridor feature. Due 
to the risk corridor feature, the Company’s business is accounted for as a retrospectively 
rated contract.  The Company estimates retrospective premium adjustments using a 
mathematical approach based on the Company’s underwriting experience.  As of 
September 30, 2013 and December 31, 2012, accrued retroactive premium adjustments 
were reported as an aggregate health policy reserves in the amount of $85.8 million and 
$75.8 million, respectively, and as accrued retrospective premiums of $11.6 million and 
$0, respectively. 

 
B. The Company records the risk corridor adjustment as an adjustment to earned premiums.   

 
C. The amount of net direct premiums written by the Company during the nine months 

ended September 30, 2013 and 2012 that was subject to the retrospective rating feature 
was $2,835.8 million and $1,303.0 million, respectively, which represented 93% and 
94%, respectively, of the total net premiums written, excluding risk corridor adjustment. 

 
D. Medical loss ratio rebates required pursuant to the Public Health Service Act: Not 

applicable 
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25.  Change in Incurred Claims and Claim Adjustment Expenses 
  

 The following table provides a reconciliation of the beginning and ending balances of claims 
unpaid and health care receivables as follows: 
 
 

Nine Months  Ended
September 30, 2013

Year Ended 
December 31, 2012

Balances at January 1:
  Reserves for unpaid claims  $             44,586,896  $             44,621,207 
  Healthcare receivables                (19,499,988)                  (3,875,285)

 $             25,086,908  $             40,745,922 

Incurred related to:  

  Current year 2,149,585,490 1,104,809,069
  Prior year (3,733,652) 1,317,520 

 $        2,145,851,838  $        1,106,126,589 

Paid related to:
  Current year 2,040,172,677 1,100,435,952
  Prior year (9,940,559) 21,349,651

 $        2,030,232,118  $        1,121,785,603 

Balances at September 30, 2013 
and December 31, 2012:
  Reserves for unpaid claims               140,706,628                 44,586,896 
  Healthcare receivables                                -                  (19,499,988)

140,706,628$               25,086,908$                 

 
 
Changes in prior year reserves are generally the result of ongoing analysis of recent loss 
development trends. Original estimates are increased or decreased, as additional information 
becomes known regarding claims.  It is at least reasonably possible that a further change in the 
incurred but not reported claims could occur within one year from the date of these financial 
statements and that such a change in these estimates could be material to the financial statements.   
 
These amounts do not include the LICS, CGDP or reinsurance portions of claims that have been or 
will be reimbursed by CMS or drug manufacturers. 

 
 
 26. Intercompany Pooling Arrangements 
 

None 
 
 
 27. Structured Settlements 
 

None 
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28.   Health Care Receivables 
 

The Company has contracted with its Part D Services, for pharmaceutical rebates.  Amounts 
recorded in the Company’s financial statements are determined based on the amounts the Part D 
Services has collected or expects to collect or expects to collect as invoiced or otherwise 
confirmed by Part D Services.  The Company reports pharmaceutical rebates due to/from Part D 
Services as health care receivables. 

 
A. Pharmaceutical Rebate Receivables: 
 

9/30/2013  $                          818,943,920  $             810,829,528  $         810,829,528  $                    -    $                      -   
6/30/2013 738,358,724 731,247,845 731,247,845                        -                            -   
3/31/2013 668,437,711 705,715,748 705,715,748                        -                            -   

12/31/2012 275,629,822 272,955,958 271,933,892           1,055,831                 (33,764)
9/30/2012 244,482,467 253,090,798 252,474,883              401,263                214,652 
6/30/2012 249,073,711 257,268,784 255,686,809           1,594,850                 (12,875)
3/31/2012 245,944,146 256,272,970 253,551,125           2,550,248                171,597 

12/31/2011 131,854,647 138,884,174 137,883,281              947,428                  53,465 
9/30/2011 126,589,575 130,534,552 129,171,289              905,386                457,876 
6/30/2011 115,630,126 126,444,810 126,458,769                35,057                 (49,016)
3/31/2011 81,736,319 99,508,258 99,265,451                        -                  242,807 

12/31/2010 79,038,606 80,678,118 80,681,057                        -                     (2,939)

Quarter

Estimated Pharmacy Rebates 
Pertaining to Current Quarter 
Scripts Filled and as Reported 

on Financial Statements

Pharmacy Rebates as 
Billed or Otherw ise 

Confirmed

Actual Rebates 
Received Within 90 

Days of Billing

Actual Rebates 
Received Within 
91 to 180 Days 

of Billing

Actual Rebates 
Received More 
Than 180 Days 

After Billing

 
 
B. Risk Sharing Receivables: 

 
              None 

 
 
 29. Participating Policies 
 

None 
 
 
 30. Premium Deficiency Reserves 
 
  None 
 

 31. Anticipated Salvage and Subrogation  
 

None 
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